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Abstract 
This paper empirically analyses the evidence of intra-spillovers and inter-spillovers          
between foreign exchange and stock markets in the seven economies which           
constitute the majority of foreign exchange transactions (i.e. the United Kingdom,           
the United States, the Euro area, Australia, Switzerland, Canada, and Japan). Daily            
data during the period 1 January 1990 to 31 December 2015 and during the              
pre-global and post-global financial crisis periods is used. To that end, we employ             
two econometric methodologies: the C-GARCH methodology and the SVAR         
framework. Results suggest that: (i) permanent and transitory components of the           
conditional variance exhibit peaks in volatility during episodes of growing          
economic and financial instability; (ii) the long-run volatility relationships are          
stronger than the short-run volatility linkages with a reinforcement during the           
post-global financial crisis period; (iii) the presence of intra-spillovers and          
inter-spillovers increases substantially during the post-global financial crisis period         
and (iv) the stock markets play a dominant role in the transmission of long-run and               
short-run volatility in all samples, except for the period after the global financial             
crisis, where the foreign exchange markets are the main long-run volatility triggers. 
Keywords: Stock markets, Exchange rates, Market spillovers, Component-GARCH model,         
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Economic and financial globalization generates intense co-movement across countries.         
Mutual relations between foreign exchange markets and stock markets have attracted a            
lot of attention from researchers and academics since the beginning of the 1990s,             
particularly because this influence can help to explain some excess variability in foreign             
exchange markets, since significant pricing errors have a tendency to develop in equity             
markets [see, for example, Shiller (1981) and Campbell and Shiller (1987)].Two theoretical            
approaches have been proposed in the literature to explain the interdependence between            
stock prices and exchange rates, namely the flow-oriented models and the stock-oriented            
models, which provide conflicting results on both the existence of the relationship            
between stock prices and exchange rates and the direction of the relationship. The             
flow-oriented approach suggests that exchange rates will affect stock prices because they            
affect the trade balance and the competitiveness of domestic products, thus influencing            
output and real income; as stock prices reflect the present value of estimated future              
income, fluctuations in the exchange rate drive fluctuations in the stock price. Therefore,             
flow-oriented models claim a positive linkage between the exchange rate and the stock             
prices with the direction of causation running from the exchange rates to the stock prices               
(see, e.g. Dornbusch and Fischer, 1980). Alternatively, the stock-oriented approach          
emphasizes the role of the financial account in the determination of the exchange rates.              
Broadly speaking, two types of stock-oriented models can be identified: the portfolio            
balance and monetary models. Portfolio balance models postulate a negative relationship           
between stock prices and exchange rates and come to the conclusion that stock prices              
have an impact on exchange rates (see, for example, Frankel, 1983; Branson and             
Henderson, 1985; or Black, 2015). Such models suggest that innovations in the stock             
market would have an impact on wealth and liquidity, thus influencing the demand on              
money and exchange rates. The monetary approach to exchange rate determination           
emerged as the dominant exchange rate model at the outset of the recent float in the                
early 1970s and remains an important exchange rate paradigm (Frenkel, 1976; Mussa,            
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1976; Bilson, 1978) . According to the forward looking monetary model of exchange rate             2
determination, the exchange rate is assimilated into financial asset prices and therefore            
the exchange rate dynamics is determined by all the relevant macroeconomic factors            
affecting the anticipated value (Macdonald and Taylor, 1993). Since both exchange rates            
and stock prices may be influenced by a number of common factors, these             
“stock-oriented” exchange rate models suggest that there is no linkage between exchange            
rates and stock prices (Gavin, 1989). 
Evidence of strong relationship between the two markets is instructive for domestic             
policy making and portfolio reallocation because shocks to either market may be            
transmitted quickly to another or to the domestic economy through various contagious            
channels (see, e. g., Sensoy and Sobaci, 2014 and Leung et al., 2017). The interdependence               
of stock price returns and exchange rate changes has been extensively examined in the              
empirical literature with mixed findings on the directional causality . Likewise, empirical           3
evidence on the dynamic linkage between stock and currency market volatilities also            
provides conflicting findings. Early studies, such as Jorion (1990), suggested that exchange            
rate fluctuations do not affect stock return volatility, while others (see, for example, Engle,              
Ito and Lin (1990), Dumas and Solnik, 1995; Roll, 1992) identified the existence of a strong                
linkage. More recently, Kanas (2000) analyses volatility transmission between stock and           
currency markets in the USA, the UK, Japan, Germany, France and Canada and found              
evidence of spillovers between stock returns and exchange rate changes for five of the six               
countries analysed (with Germany being the exception). Yang and Doong (2004)           
2 The monetary approach starts from the definition of the exchange rate as the relative price of two monies and                    
attempts to model that relative price in terms of the relative supply of and demand for those monies. The second                    
building block of the monetary model is absolute purchasing power parity, which holds that goods-market arbitrage will                 
tend to move the exchange rate to equalize prices in two countries. The domestic money supply determines the                  
domestic price level and hence the exchange rate is determined by relative money supplies. The model further assumes                  
that the uncovered interest parity condition holds and, under rational expectations, the exchange rate is therefore                
determined by the expected values of the fundamental variables. 
3 See Adler and Dumas, 1984; Booth and Rotenberg, 1990; Jorion, 1990; Jorion, 1991; Sercu and Vanhulle, 1992; Smith                   
1992; Bahmani-Oskooee and Sohrabian, 1992; Bodnar and Gentry, 1993; Bartov and Bodnar, 1994; Choi and Prasad,                
1995; Ajayi and Mougoue, 1996; Chow et al., 1997; Abdalla and Murinde, 1997; He and Ng, 1998; Nieh and Lee, 2001;                     
Granger et al., 2000; Smyth and Nandha, ,2003; Hatemi-J and Irandoust, 2005; Pan et al., 2007; and Inci and Lee, 2014;                     
among others.  
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investigated volatility spillovers between stock prices and exchange rates for the G-7            
countries with the finding that stock markets play a relatively more important role than              
foreign exchange markets in the second moment interactions and spillovers. Wang et al.             
(2013) use a dependence-switching copula model to describe the dependence structure           
between the stock and foreign exchange markets for six major industrial countries            
(Canada, France, Germany, Italy, Japan and the United Kingdom) over the 1990–2010            
period concluding that the dependence and tail dependence among the above market            
statuses are asymmetric for most countries in the negative correlation regime, but            
symmetric in the positive correlation. Beirne and Gieck (2014) assess interdependence           
and contagion across three asset classes (bonds, stocks, and currencies) for over 60             
economies over the period 1998–2011, concluding that in times of financial crisis, US             
equity shocks lead to risk aversion by investors in equities and currencies globally.             
Caporale ​et al. (2014) examine the linkages between stock market prices and exchange             
rates in six advanced economies, finding evidence of unidirectional Granger causality from            
stock returns to exchange rate changes in the US and the UK, from exchange rate changes                
to stock returns in Canada, and bidirectional causality in the Euro area and Switzerland.              
Andreas ​et al. (2014) explore the structure of the volatility transmission mechanism            
between stock and currency markets for Euro area economies with systemic fiscal            
problems, presenting evidence for the existence of bidirectional, asymmetric volatility          
spillovers between currency and stock markets. Finally, Tian and Hamori (2016) study the             
cross-market financial shock transmission mechanism on the foreign exchange, equity,          
bond, and commodity markets in the United States using a time-varying structural vector             
autoregression model with stochastic volatility, finding that the dynamics of volatility           
spillovers vary tremendously over time.  
In this study we will focus on the volatility spillovers between foreign exchange and stock               
markets , since volatility is an important gauge of financial performance, indicating           4
uncertainty or risk and volatility spillovers can provide a measure of the transmission of              
4 Masson (1999) employs the term “spillovers” for effects that arise from macroeconomic interdependence among               
developing countries, but following Gelos and Sahay (2001), this paper uses the term in a broader sense where a                   
“spillover” is any type of impact on other financial markets  
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financial stress across the markets. Therefore, our analysis is motivated by the need to              
better capture and understand the phenomena behind the elusive dynamics of volatility            
spillovers (namely crashes, distress and contagion), since it seems that the growing            
interdependence between economies, markets, and asset classes has resulted in          
increased transmission of negative shocks across markets (see, for example, Wu, 2001).            
Furthermore, explaining, predicting and understanding the behaviour of volatility is          
relevant in, portfolio selection, valuation and risk management as well as designing            
optimal hedging strategies for options and futures (French et al., 1987; Chou, 1988). 
Although the analysis of the volatility spillovers could be considered an old question we              
think it is necessary a further analysis from a different econometric perspective. Thus, this              
paper investigates the existence of volatility decomposition to assess the strength and            
direction of the volatility transmission process between the exchange rate and stock            
markets since previous research suggests that returns volatility may contain both           
short-run and long-run components due to the existence of heterogeneous information           
flows or heterogeneous agents (see, e. g., Andersen and Bollerslev 1997a, 1997b; and             
Müller ​et al.​, 1997). Strength is measured through the correlation between the long- and              
short-term components, while direction is measured through the causality of these           
components. Our volatility decomposition is also in line with the classification of the             
transmission channels of volatility shocks proposed by Dornbusch ​et al. (2000):           
fundamental-based and investor behaviour-based links. While the fundamental-based        
transmission mechanism works through real and financial linkages across countries, the           
behaviour-based mechanism is more sentiment-driven. In this study, we relate the first            
transmission channel with the long-run component of volatility and the second with the             
short-run component of volatility. Indeed, Engle ​et al. (2008) suggest that the short-run             
component captures the dynamics of conditional volatility associated with the transitory           
effects of volatility innovations, while the long-term component characterizes the slower           
variations in the volatility process associated with persistent effects.  
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The rest of the paper is organized as follows. Section 2 explains the econometric              
methodology. The data and empirical results are reported in Section 3. Finally, Section 4              
summarizes the findings and offers some concluding remarks. 
2. Econometric methodology 
This section describes the econometric methodology adopted in this study. We follow            
three steps in the analysis: First, we decompose time-varying volatility into permanent            
and transitory components and then we analyse whether there are correlations between            
the permanent and transitory components of volatility between foreign exchange and           
stock markets. Second, under the SVAR framework, we analyse whether volatility spills            
over between the markets reciprocally. Third, we use the Granger causality approach to             
assess whether there is evidence in favour of bidirectional or unidirectional causality. 
2.1 C-GARCH model 
Engle and Lee (1999) proposed a “component-GARCH” (C-GARCH) model to decompose           
time-varying volatility into a permanent (long-run) and a transitory (short-run)          
component. The C-GARCH is a superior volatility model for exchange rate and stock             
markets, being widely used in finance (see Christoffersen ​et al​., 2008).  5
 
Consider the original GARCH model: 
(1) 
As can be seen, the conditional variance of the returns has mean reversion to some               
time-invariable value, . The influence of a past shock eventually decays to zero as the              
volatility converges to this value according to the powers of (​α​+​β​) . The standard GARCH              6
5 ​Following Christoffersen ​et al​. (2008), some of the advantages of the C-GARCH model are: (i) the empirical                  
performance of the variance component model is significantly better than that of the benchmark GARCH(1,1) model,                
in-sample as well as out-of-sample; (ii) the information used in estimation; (ii) it has a richer parameterization that                  
allows for improved joint modeling of long-maturity and short-maturity options. 
 
6 ​This is true only if ​+​ is strictly smaller than zero. 
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model therefore makes no distinction between the long-run and short-run decay           
behaviour of volatility persistence. 
For the permanent specification, the C-GARCH model replaces the time-invariable mean           
reversion value, , of the original GARCH formulation in equation (1) with a time variable              
component ​q​t​: 
(2) 
Here, ​q​t is the long-run time-variable volatility level, which converges to the long-run             
time-invariable volatility level according to the magnitude of ​ρ​. This permanent            
component thus describes the long-run persistence behaviour of the variance. The           
long-run time-invariable volatility level can be viewed as the long-run level of returns              
variance for the relevant sector when past errors no longer influence future variance in              
any way. Stated differently, the value can be seen as a measure of the ‘underlying’                
level of variance for the respective series. The closer the estimated value of ​ρ in equation                
(2) is to one, the slower ​q​t ​approaches , and the closer it is to zero the faster it                   
approaches . The value ​ρ ​therefore provides a measure of the long-run persistence.  
The second part of the C-GARCH model is the specification for the short-run dynamics, the               
behaviour of the volatility persistence around this long-run time-variable mean, ​q​t​: 
(3) 
According to this transitory specification, the deviation of the current condition variance            
from the long-run variance mean at time ​t ​( ) is affected by the deviation of the                
previous error from the long-term mean and the previous deviation of the             
condition variance from the long-term mean . Therefore, in keeping with its           
GARCH theoretical background, the C-GARCH specification continues to take account of           
the persistence of volatility clustering by having the conditional variance as a function of              
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past errors. As the transitory component describes the relationship between the short-run            
and long-run influence decline rates of past shocks, values of (​γ​+​λ​) closer to one imply               
slower convergence of the short-run and long-run influence decline rates, and values            
closer to zero the opposite. The value (​γ​+​λ​) is therefore a measure of how long this                
non-long-run (i.e. short-run) influence decline rate is.  
Together, these two components of the C-GARCH model describe, just like the original             
GARCH formulation, how the influence of a past shock on future volatility declines over              
time. However, with the C-GARCH model, this persistence is separated into a short-run             
and long-run component, along with the estimation of the underlying variance level once             
the effect of both components has been removed from a series. The long-run (permanent)              
component provides a measure of volatility generated by fundamental factors [see, for            
example, Blake and McMillan (2004) and Byrne and Davis (2005)], while the short-run             
(transitory) component represents mostly transitory volatility conditioned by financial         
market considerations, such as the arrival of new information, speculation and hedging            
positions.  7
2.2​.​ SVAR framework  
We consider the variance causality among the estimated volatility components in a            
structural Vector Auto-Regression (SVAR) framework (Azad ​et al.​, 2015). Following           8
Bollerslev (1990) under this multivariate regression framework, the models can be           
thought of as an extension of Seemingly Unrelated Regression (SUR) and thus, the models              
are estimated in a SUR framework.  
We distinguish between intra-spillover and inter-spillover models. In the first kind of            
model, we analyse the evidence of spillovers between foreign exchange and stock markets             
inside a country. In the second kind of model, we study the evidence of spillovers between                
foreign exchange and stock markets but across countries. 
7 ​There is a vast literatura showing how financial markets respond systematically to news regarding fundamental and, in                  
this context, the short-run component would be driven by fundamentals and sentiment (non-fundamentals factors) (see,               
e. g., Ederington and Lee, 1993; Engle and Ng, 1993; and McQueen and Roley, 1993). 
8 We choose the two stage approach with the GARCH modelling followed by the VAR, rather than a VAR-MGARCH                   
model for computational convenience, given the large number of parameters to estimate. 
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2.2.1. Intra-spillover models 
2.2.1.1. Long-run intra-spillover models 
Under this framework we estimate two equations for each of the countries under study.              
In the case of the United States the equations are as follows: 
                             (4a)Cargando…  9
 
                              (4b)Cargando…  
where is the long-run component of volatility in the stock market and Cargando…            
is the long-run component of volatility in the foreign exchange market. ToCargando…             
test for long-run volatility spillovers we check whether the coefficients and          Cargando…  
, of equations (4a) and (4b) respectively, are statistically significant or not.Cargando…   
2.2.1.2. Short-run intra-spillover models 
In the short-run framework and selecting for example, for the United States, the two              
equations to estimate are: 
                            (5a)Cargando…  
 
                           (5b)Cargando…  
where is the short-run component of volatility in the stock market and Cargando…            
is the short-run component of volatility in the foreign exchange market. ToCargando…             
test for short-run volatility spillovers we check whether the coefficients and          Cargando…  
, of equations (5a) and (5b) respectively, are statistically significant or not.Cargando…             
2.2.2. Inter-spillover models 
2.2.2. Inter-spillover models 
9 ​Following Azad ​et al. (2015) we capture the spillover between foreign exchange and stock markets in a                  
contemporaneous sense. For example, we focus on how the volatility in foreign exchange market in previous period                 




2.2.2.1. Long-run inter-spillover models 
Similarly as in the case of intra-spillovers, we analyse the volatility spillovers across             
countries using the following models (for example, for the Unites States): 
Cargando…          (6a) 
 
                          (6b)Cargando…  
where are the long-run components of volatility in the foreign exchange Cargando…           
markets for the seven countries under study and are the long-run        Cargando…    
components of volatility in the stock markets for the seven countries under study. To test               
for the long-run volatility spillovers between the United States and Australia for example,             
we check whether the coefficients and , of equations (6a) and     Cargando…  Cargando…      
(6b) respectively, are statistically significant or not.  
2.2.2.2. Short-run inter-spillover models 
For the case of short-run inter-spillovers, the models to estimate in the case of the United                
States are as follows: 
                                                                 (7a)Cargando…  
 
                            (7b)Cargando…  
where are the short-run components of volatility in the foreign exchange Cargando…           
markets for the seven countries under study and are the short-run        Cargando…    
components of volatility in the stock markets for the seven countries under study. Again,              
to test for the short-run volatility spillovers between the United States and Australia for              
example, we check whether the coefficients and , of      Cargando…  Cargando…   
equations (7a) and (7b) respectively, are statistically significant or not. ​To that end, the               
t​-statistic, which is computed as the ratio of an estimated coefficient to its standard error,               
is used to test the hypothesis that a coefficient is equal to zero. 
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2.3. Granger causality 
Finally, we complete the previous analysis with the Granger causality approach. The            
concept of Granger-causality was introduced by Granger (1969) and Sims (1972) and is             
widely used to ascertain the importance of the interaction between two series. This is              
based on the time series notion of predictability (Hoover, 2001): given two variables,             
variable ​X ​causes variable ​Y if the present value of ​Y can be predicted more accurately by                 
using the past values of ​X​ and ​Y​ than by using only past values of ​X​. 





for all possible pairs in the series (​Y​, ​X​) and report the Wald statistics for the joint                 
hypothesis: The null hypothesis is that does not Granger-cause in           
the first regression (8a) and that does not Granger-cause in the second regression (8b). 
3. Data and empirical results 
3.1 Data 
The data consists of daily closing stock prices denominated in local currency for the US               
(Standard & Poor's 500 composite index, S&P500), the Euro area (Eurostoxx 50 Index),             
Japan (Nikkei 225 index), the UK (Financial Times Stock Exchange 100 Index, FTSE100),             
Australia (All Ordinaries Index, AOI), Switzerland (Swiss Market Index, SMI) and Canada            
(Toronto Stock Exchange Composite Index, TSX). The exchange rate series for each            
country is a trade-weighted exchange rate, to account for each country’s diverse            
investment positions in foreign equities. In particular, we examine the following effective            
exchange rates: US Dollar (USD), Euro (EUR), Australian dollar (AUD), Swiss franc (CHF),             
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Canadian dollar (CAD), British pound (GBP) and Japanese yen (JPY). The stock price data              
has been extracted from Datastream. The exchange rate series are the Bank of England              
trade-weighted exchange rates. Note that by focusing on these seven major world            
economies, we cover 174.9% of the global foreign exchange market turnover . 10
Our data covers the period 1 January 1990 to 31 December 2015. In order to assess the                 
possible effect of the Global Financial Crisis (GFC), in addition to the full sample period, we                
also consider two sub-periods: pre-GFC (1 January 1990 to 8 August 2007) and post-GFC (9               
August 2007 to 31 December 2015) in our estimations. The breakpoint date has been fixed               
at 9 August 2007 when BNP Paribas, France’s largest bank, halted redemptions on three              
investment funds, triggering the active phase of the crisis. 
3.2. Empirical Results   11
3.2.1. Permanent and transitory components 
In order to have a visual representation of the role played by the two volatility               
components of the conditional variance, Figures 1 to 3 plot the time evolution of the total                
volatility and the estimated transitory and permanent components of volatility for the full             
sample, the pre-GFC and the post-GFC, respectively . In general, the plots indicate that             12
the permanent component has smooth movements and approaches a moving average of            
the GARCH volatility, while the transitory component responds largely to market           
fluctuations, tracking much of the variation in conditional volatility. Consistent with the            
findings of Engle and Lee (1999), Alizadeh ​et al. (2002) and Brandt and Jones (2006), we                
show that the long-run component is characterised by a time varying but highly persistent              
trend, while the short run component is strongly mean-reverting to this trend. For all              
countries and periods, the temporary component of volatility is much smaller than the             
permanent component, suggesting that transitory shifts in market sentiment tend to be            
10 Average of currency distribution of global foreign exchange market turnover over 2001, 2004, 2007, 2010, 2013 and                  
2016 Bank for International Settlements (2016). Due to the fact that two currencies are involved in each transaction, the                   
sum of the percentage shares of individual currencies totals 200% instead of 100%.  
11 ​We summarize the results by pointing out the main regularities. The reader is asked to browse through Tables 1 to 9                      
and Figures 1 to 3 to find evidence for a particular country, market or group of countries or markets of their special                      
interest.  
12 ​To save space, the estimation results for the C-GARCH models are not shown here, but available from the authors                    
upon request.  
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less important determinants of volatility than shocks to the underlying fundamentals. Yet,            
relative to its lower mean level, the transitory component is, in all cases, much more               
volatile than the long-run trend level of volatility, as one would expect.  
[Insert Figures 1 to 3 here] 
In these graphs, we observe several peaks in volatilities which coincide with episodes of              
increasing economic and financial instability: i) the tensions in the European Exchange            
Rate Mechanism (ERM) in September 1992; ii) the global stock market crash in October              
1997 caused by an economic crisis in Asia; iii) the Russian financial crisis in August 1998;                
iv) the Lehman Bros. demise in September 2008 and v) the European Debt crisis in May                
2010. 
3.2.2. Correlations between permanent components 
In this Section we report the estimated correlations between the permanent component            
results for the full sample (1 January 1990 to 31 December 2015). If we first focus on the                  13
results for the relationships between the stock markets, we observe positive correlations            
ranking from 0.4558 (AOI and SWI) to 0.8886 (FTSE100 and S&P500). It is noteworthy that               
the USA stock market is highly correlated with the other six stock markets (with              
correlations oscillating between 0.7127 and 0.8886). 
In the relationships between foreign exchange markets, we find that the correlations            
although positive are much weaker than in the stock markets, ranging from 0.0627 (AUD              
and CHF) to 0.7395 (AUD and CAD). We notice a weak correlation between the CHF and                
the rest of the currencies under study that may be related to its safe-haven characteristics               
(Grisse and Nitschka, 2015). 
The estimated correlations coefficients from the relationship between the domestic          
currency and the national stock market, are always positive. The higher correlations are             
found in Canada (0.8291), Australia (0.6816) and Japan (0.6023), followed by the UK             
(0.5797), the USA (0.4408), the Euro area (0.3697) and Switzerland (0.2890). 
13 ​Tables with correlation matrix results are available upon request. 
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Our results show that there are positive correlations in the cross relationships between             
the stock and foreign exchange markets, but they are weaker than in stock markets and               
similar to the evidence obtained for the currency markets, ranking from 0.0477 (CHF and              
NIKKEI 225) to 0.8428 (AUD and S&P500). Once again, the CHF presents a weak              
correlation with all foreign stock markets. Interestingly, in four out of the six cases under               
study, the correlation for the AUD, EUR and JPY exchange rates with other stock markets               
is higher than with the domestic stock market. For the GBP and the USD, this is detected                 
in two and three cases, respectively. Finally, for the CAD and the CHF exchange rates, the                
correlation with the domestic stock markets is higher than those with the foreign stock              
markets. 
Regarding the estimated correlations between the permanent component results for the           
pre-GFC sample (1 January 1990 to 8 August 2007), the correlations between stock             
markets register a substantial decrement by comparison with the values obtained for the             
full sample, with the only exceptions of the relationships between the EURO STOXX 50              
with the SMI, the FTSE100 and the S&P500 and the SMI with the FTSE100. As regards the                 
correlations between foreign markets, they are all once again smaller than those            
computed for the stock markets (three negative values are observed), and smaller than             
they were for the full sample. Finally, with reference to the relationship between foreign              
exchange markets and stock markets, there is evidence of a substantial reduction in the              
estimated correlations when compared to those obtained for the full sample (with the             
exception of the CHF with the AOI, EURO STOXX 50 and FTSE100 indices). It is interesting                
to note that in the cases of the CAD with the AOI and the NIKKEI225, and the CHF with the                    
TSX and the S&P500, the correlations exhibit negative values.  
In addition, the estimated correlations between the permanent component results for the            
post-GFC sample (9 August 2007 to 31 December 2015) suggest, in general, an increase in               
the estimated correlations both with respect to the full sample period and in particular              
with respect to the pre-GFC period, although with some exceptions. In regard to the              
correlations between stock markets, there are important reductions in the correlation, in            
comparison to those presented before; in the cases of the AOI with all the other stock                
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indices (expect for the FTSE100, where there is an increase in the pre-GFC), the SMI with                
respect to the FTSE100 and the S&P500 and the FTSE100 with respect to the S&P500. Also                
note that the AOI presents no negative correlations with respect to the EUROSTOXX nor              
the NIKEI225. Turning to the case of the correlations between foreign markets, the CHF              
stands out by experiencing significant drops in comparison to those estimated for both             
the full sample and the pre-GFC (even registering a negative correlation with respect to              
the GBP). Finally, as for the correlations between foreign exchange markets and stock             
markets, the only exception to the general pattern of increased values is once again the               
CHF which even presents a negative correlation with respect to the FTSE100. A negative              
correlation is also obtained for the EUR with respect to the AOI.  
In summary, our results suggest a reinforcement of the correlation between the stock and              
foreign markets permanent volatility during the post-GFC period. This finding is consistent            
with earlier literature in that the linkage between markets intensifies during periods of             
increasing economic and financial instability (see, for example, Kolb, 2011), implying a loss             
of diversification just when it is needed most.  
3.2.3. Correlations between transitory components  
As regards the correlation results between transitory volatility components, we observe a            
significant reduction in the correlations in all cases when comparing these results with the              
permanent component results, with the only exception being the relation between the            
AOI and the TSX for the post-GFC period. Moreover, there are a greater number of               
negative correlations than in the case of the permanent component of volatility between             
markets and there are no substantial differences between the pre-GFC and post-GFC            
periods. 
When examining the correlations in the transitory volatility component between stock           
markets we find negative correlations in 12 out of the 21 cases. The case of the S&P500                 
stands out since its correlations are always negative except for its relation with Eurostoxx.              
It is interesting to note that the JPY presents negative correlations with all the other               
exchange rates under study when regarding the relationships between foreign exchange           
markets. Finally, in respect to the connections between foreign exchange markets and            
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stock markets, in 21 out of the 49 cases, the estimated correlations are negative, with the                
cases of the Euro area, Japan and the USA, where we detect negative correlations              
between the domestic currency and the domestic stock market being especially           
interesting.  
We observe, in the case of the pre-GFC period that in 10 out of 21 cases the correlations                  
between stock markets are negative, which presents negative correlations for the SMI            
with all markets except with the AOI. The JPY, once again, is the only currency which                
presents negative correlation values with all other exchange rate markets when examining            
the correlation between foreign exchange markets. Regarding the correlations between          
foreign exchange markets and stock markets, in 31 out of the 49 cases, the estimated               
values are negative, with negative correlations between the domestic currency and the            
domestic stock market found in four cases (Canada, the Euro area, the UK and the USA).  
Finally, and in relation to the post-GFC period, results indicate a negative association             
between stock markets in 11 out of the 21 considered cases, a negative relation between               
foreign exchange markets in 14 out of the 21 cases, and a negative interaction between               
foreign exchange markets and stock markets in 30 out of the 49 cases (those being the                
correlations between the domestic currency and the domestic stock market in all cases,             
except for Switzerland).  
In summary, our findings suggest that correlations between permanent volatility          
components are much higher than between transitory volatility components, indicating          
that in the markets under study, the long run volatility relationships (reflecting the             
perceived evolution of fundamental factors) are stronger than the short run linkages            
volatility (incorporating mostly market sentiments and  investor behaviour). 
3.2.4. Intra-spillovers 
3.2.4.1. Full Sample (1 January 1990 to 31 December 2015) 
Table 1 displays the results for the full sample. As can be seen, we find evidence of                 
unidirectional spillovers, from the stock markets to the foreign exchange markets, both in             
long-run and short-run volatility, in the Australian case. For Japan, Switzerland and the UK,              
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our results suggest bidirectional spillovers, both in long-run and short-run volatility,           
between the stock and foreign exchange markets. For Canada and the Euro area, we find               
evidence of unidirectional spillovers in the long-run volatility running from the foreign            
exchange market to the stock market. For Canada we also find evidence of strong              
unidirectional spillovers in the short-run volatility running from the foreign exchange           
market to the stock market and weak unidirectional spillovers in the short-run volatility             
running from the stock market to the foreign exchange market. Finally, our results suggest              
the presence of unidirectional spillovers, both in long-run and short-run volatility, from            
foreign exchange markets to stock markets in the USA.  
[Insert Table 1 here] 
3.2.4.2. Sub-samples: Pre-GFC and post-GFC 
As seen in Table 2, for the pre-GFC period (1 January 1990 to 8 August 2007), in general                  
we obtain less evidence of intra-spillovers than in the full sample period. Our results              
suggest bidirectional spillovers in long-run volatility between the stock and foreign           
exchange markets for only Switzerland and the UK. For Australia and the Euro area, we               
find unidirectional spillovers in the long-run volatility running from the foreign exchange            
market to the stock market. As for the short-run volatility, our results indicate the              
existence of unidirectional spillovers running from the stock market to the foreign            
exchange market in Australia, Canada, Japan and Switzerland, as well as bidirectional            
spillovers between these markets in the Euro area. 
[Insert Table 2 here] 
For the post-GFC period (9 August 2007 to 31 December 2015), we find evidence of               
bidirectional spillovers, in both long-run and short-run volatility, between the stock and            
foreign exchange markets in the cases of Australia and Japan. For Canada and the USA,               
our results suggest the presence of unidirectional spillovers, both in long-run and            
short-run volatility, running from the foreign exchange markets to stock markets. Finally            
for Switzerland we find unidirectional spillovers in long-run and short-run volatility from            
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the foreign exchange markets to stock markets and weak evidence of unidirectional            
spillovers in short-run volatility from the stock markets to foreign exchange markets. 
[Insert Table 3 here] 
To sum up, during the pre-GFC there evidence of intra-spillovers between the stock and              
foreign exchange markets. However, the presence of intra-spillovers increases         
substantially during the post-GFC period. 
3.2.5. Inter-spillovers 
3.2.5.1. Full Sample (1 January 1990 to 31 December 2015) 
As can be seen in Table 4, for Australia, we find some evidence in favour of inter-spillovers                 
between the Australian stock market and almost all foreign exchange markets in the             
long-run and short-run. Therefore, external foreign exchange markets contain useful          
information to explain the evolution of the Australian stock market. 
We find some evidence of inter-spillovers in the short-run and in favour of bidirectional              
causality when regarding the rest of countries (with the exception of Switzerland). The             
cases of the UK and the USA stand out due to the high percentage of significant spillovers,                 
both in the short-run and the long-run, from external exchange rate markets to domestic              
stock markets. This finding is in line with the much higher stock market internalization of               
US and UK companies. Moreover, the high percentage of significant short-run spillovers            
from the US stock market to external exchange rate markets is consistent with the strong               
global propagation of US domestic shocks reported by Diebold and Yilmaz (2009). 
[Insert Table 4 here] 
3.2.5.2. Sub-samples: Pre-GFC and post-GFC 
For the pre-GFC period (1 January 1990 to 8 August 2007)​, comparing the results in Table                
5 with those in Table 4, there is little evidence of inter-spillovers in Australia, Canada and                
the Euro area and some evidence of inter-spillovers in the short-run for Japan, Switzerland              




[Insert Table 5 here] 
For the post-GFC period (9 August 2007 to 31 December 2015), we find a substantial               
increment in the evidence in favour of inter-spillovers (Table 6).  
[Insert Table 6 here] 
In particular, we observe that for Australia there is some evidence of inter-spillovers in the               
short-run and long-run suggesting that the volatility of external foreign exchange markets            
is relevant in explaining the volatility of the domestic stock market.  
For Canada, we find some evidence in both the long-run and the short-run volatility              
spillovers from the external exchange rate market to the domestic stock market and             
bidirectional volatility spillovers in the short-run and long-run with Japan. In relation to             
the Euro area, we find some evidence of bilateral volatility spillovers with Australia in the               
long-run and a high percentage of significant spillovers, both in the short-run and the              
long-run, running from the external stock markets to the domestic exchange rate market.             
In regard to Japan, we find evidence of inter-spillovers in the short-run and long-run and               
in favour of bidirectional causality in the short-run and in the long-run with Canada, as               
well as bidirectional causality in the long-run with the Euro area and in the short-run with                
Australia. With respect to Switzerland, the results suggest some inter-spillovers in the            
short-run, running from the external stock market to the domestic foreign exchange            
market. Our results indicate the existence of inter-spillovers in the short-run for the UK,              
running from the external exchange rates to the domestic stock market. Referring to the              
United States, we find some evidence of bilateral spillovers in the long-run with Canada              
and in the short-run with Japan, as well as some instances of unilateral spillovers in the                
short-run and long-run with other countries under study. Finally, it is very noticeable that              
we do not find any evidence of long-run volatility spillovers for Switzerland, nor for the UK                
running from the domestic stock market to the external foreign exchange markets in the              
long-run or in the short-run 
All in all, our findings suggest that inter-spillovers increase substantially during the            
post-GFC period, providing support to the literature which documents that cross-country           
and cross-market linkages increase in times of growing economic and financial instability.  
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3.2.6. Granger-causality analysis 
In this subsection we present results from the Granger (1969) approach to causality to              
explore the relationships between the 14 markets under study, given that the previous             
analysis of correlation does not necessarily imply causation in any meaningful sense of the              
word.  
Tables 7 to 9 display the results of the pairwise intra-spillovers. As regards the entire               
sample (Table 7), we find evidence of bidirectional causality for Japan (both in long-run              
and short-run volatility), bilateral causality in long-run volatility for Switzerland and the            
UK, and bilateral causality in short-run volatility for Canada. The results also suggest the              
presence of Granger causality (at least at the 5% significance level) running one-way from              
the foreign market to the stock market in Australia (both in long-run and short-run              
volatility) and from the stock market to the foreign exchange market in the Euro area (in                
long-run volatility), in the UK (in short-run volatility), and in the USA (both in long-run and                
short-run volatility). 
[Insert Table 7 here] 
In the case of the results for the pre-GFC period (1 January 1990 to 8 August 2007), Table                  
8 suggests the existence of bidirectional causality in long-run volatility for the Euro area              
and Switzerland, and bilateral causality in short-run volatility for the UK. There is also              
evidence of unilateral causality from the stock market to the foreign exchange market for              
Australia (in long-run volatility) and for Canada (both in long-run and short-run volatility),             
as well as unilateral causality running from the foreign market to the stock market in               
Japan (both in long-run and short-run volatility), Switzerland (in short-run volatility) and            
the UK (in long-run volatility). 
[Insert Table 8 here] 
As can be seen in Table 9, for the post-GFC period (9 August 2007 to 31 December 2015),                  
we find evidence of bidirectional causality for Australia and Japan (both in long-run and              
short-run volatility). The results also suggest the presence of Granger causality running            
one-way from the foreign market to the stock market in Canada and the USA (both in                




[Insert Table 9 here] 
As for the inter-spillovers, Figures 4 to 9 synthetically display the main results for our               
Granger-causality analysis. Figures 4 to 6 illustrate the causal relationships in long-run            
volatility for the full sample, pre-GFC period and post-GFP, respectively. At the same time,              
Figures 7 to 9 illustrate the causal relationships in short-run volatility for the full sample,               
pre-GFC period and post-GFP, respectively. Instead of presenting the detailed results           
(available from the authors upon request), we provide a visualization of the complex             
causality network among the 14 variables in our sample . The colour of the arrows              14
indicates the significance of the causality relationships detected among the variables:           
black and red links correspond to the 1% and 5% level of significance respectively .  15
[Insert Figures 4 to 9 here] 
Our analysis of pairwise Granger-causality relationships suggests that both the whole           
sample and the pre-GFC period stock markets played a dominant role in the transmission              
of long-run volatility, whereas during the post-GFC period the exchange-rate markets           
were the main long-run volatility triggers. As for the short-run volatility spillovers, the             
stock markets were the volatility transmitter to exchange-rate markets in all samples.            
Finally, the net of the Granger-causality relationships among the exchange-rate and stock            
markets under study becomes denser and stronger in the post-GFC period when            
compared to the pre-GFC period.  
4. Concluding remarks 
The recent GFC has underlined that the cross-market and cross-border transmission of            
shocks can be rapid and powerful due to the strong interlinkages in international financial              
markets 
This paper provides a new insight into the stock–exchange rate nexus. Building upon an              
existing literature examining volatility transmission between financial assets that trade          
both within and across countries, we focus on the volatility spillovers between foreign             
14 ​The full results of the Granger-causality tests, not shown here to save space, are available from the authors upon                     
request. 
15 The detail analysis of the bilateral causality relationships are not shown here to save space, but they are available from                     
the authors upon request. 
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exchange and stock markets. In particular, in what we believe to be the first study to do                 
so, we use the C-GARCH volatility model to distinguish the long-run and short-run             
volatility components, shedding some light on the importance of both components in the             
transitory volatility in these markets. Additionally, we make use of the SVAR framework             
(Azad ​et al.​, 2015) to analyse the short-run and long-run volatility spillsovers among the              
exchange-rate and stock markets in major world economies and the Granger causality            
approach to assess whether there is evidence in favour of bidirectional or unidirectional             
causality between them. 
The main findings of our research can be summarized as follows. (i) The estimated              
permanent and transitory components of the conditional variance exhibit several          
well-known peaks in volatilities; (ii) the long-run volatility relationships are stronger than            
the short-run linkages volatility with a reinforcement during the post-global financial crisis            
period; (iii) the presence of intra-spillovers and inter-spillovers increases substantially          
during the post-global financial crisis period and (iv) in all samples, the stock markets play               
a dominant role in the transmission of long-run and short-run volatility, except for the              
period after the Global Financial Crisis, where the foreign exchange markets are the main              
long-run volatility triggers.  
In conclusion, we find unambiguous support for volatility spillovers increasing the           
likelihood of financial crises, which is in line with previous studies that have documented              
the effect of extreme market turmoil on foreign exchange and stock markets (see, for              
example, Hartmann ​et al. 2003; Cumperayot ​et al. 2006, Ranaldo and Söderlind 2010; or              
Lin 2012). 
The results presented in this paper should be of value to macro-prudential and monetary              
policymakers, as they provide evidence on the time-varying relationship between the           
different components of financial volatility. Our findings may also provide useful insight            
into the realm of volatility forecasting, option pricing and futures hedging strategies,            
among others, which could be useful to portfolio managers, risk strategists and insurers             
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 Table 1: Intra-spillovers volatility estimations, full sample (1 January 1990 to 31 December 2015) 
Country/Direction Long-run volatility Short-run volatility 

























































































AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand for                 
Australian All Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index, Swiss               
Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index, Australian               
dollar, Canadian dollar, Euro, Japanese yen, Swiss franc, British pound and US dollar effective exchange               
rates.  
The results are based on equations (4a)-(4b) and (5a)-(5b) for the long-run and short-run volatility,               
respectively.  
 *,**, *** indicate that the coefficients are significant at 1%, 5% and 10%, respectively.  




Table 2: Intra-spillovers volatility estimations, pre-GFC period (1 January 1990 to 8 August 2007) 
Country/Direction Long-run volatility Short-run volatility 





















































































AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand for                 
Australian All Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index, Swiss               
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Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index, Australian               
dollar, Canadian dollar, Euro, Japanese yen, Swiss franc, British pound and US dollar effective exchange               
rates.  
The results are based on equations (4a)-(4b) and (5a)-(5b) for the long-run and short-run volatility,               
respectively.  
 *,**, *** indicate that the coefficients are significant at 1%, 5% and 10%, respectively.  





Table 3: Intra-spillovers volatility estimations, post-GFC period (9 August 2007 to 31 December 2015) 
Country/Direction Long-run volatility Short-run volatility 





















































































AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand for                 
Australian All Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index, Swiss               
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Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index, Australian               
dollar, Canadian dollar, Euro, Japanese yen, Swiss franc, British pound and US dollar effective exchange               
rates.  
The results are based on equations (4a)-(4b) and (5a)-(5b) for the long-run and short-run volatility,               
respectively.  
 *,**, *** indicate that the coefficients are significant at 1%, 5% and 10%, respectively.  






Table 4: Inter-spillovers volatility estimations, full sample (1 January 1990 to 31 December 2015) 


































































































































































Table 5: Inter-spillovers volatility estimations, full sample (1 January 1990 to 31 December 2015) (cont.) 
 






























































































































Notes: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand for Australian All Ordinaries Index,                      
Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index, Swiss Market Index, Financial Times Stock Exchange 100 Index, Standard &                     
Poor's 500 composite index, Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss franc, British pound and US dollar effective exchange                    
rates. The results are based on equations (6a)-(6b) and (7a)-(7b) for the long-run and short-run volatility, respectively. *,**, *** indicate that                     




Table 6: Inter-spillovers volatility estimations, pre-GFC period (1 January 1990-8 August 2007) 


































































































































































Table 7:  Inter-spillovers volatility estimations, pre-GFC period (1 January 1990 to 8 August 2007) (cont.) 




































































































































Notes: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand for Australian All Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50                            
Index, Nikkei 225 index, Swiss Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index, Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss                           
franc, British pound and US dollar effective exchange rates. The results are based on equations (6a)-(6b) and (7a)-(7b) for the long-run and short-run volatility, respectively. *,**, *** indicate                            
that the coefficients are significant at 1%,  5% and 10%, respectively. In parentheses are standard errors of estimated coefficients. 
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Table 8: Inter-spillovers volatility estimations, post-GFC period (9 August 2007 to 31 December 2015) 



































































































































































Table 9: Inter-spillovers volatility estimations, post-GFC period (9 August 2007 to 31 December 2015) (cont.) 


































































































































Notes: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand for Australian All Ordinaries Index, Toronto Stock                        
Exchange index, Eurostoxx 50 Index, Nikkei 225 index, Swiss Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index,                       
Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss franc, British pound and US Dollar effective exchange rates. The results are based on equations (6a)-(6b)                        
and (7a)-(7b) for the long-run and short-run volatility, respectively. *,**, *** indicate that the coefficients are significant at 1%, 5% and 10%, respectively. In                        
parentheses are standard errors of estimated coefficients. 
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 Table 10: Intra-spillovers Granger causality, full sample (1 January 1990 to 31 December 2015)  
Null Hypothesis Long-run volatility         Short-run volatility 
 F-statistic      p-value  F-statistic      p-value  
 















TSX does not Granger cause CAD 











EUROSTOXX does not Granger cause EUR 











NIKKEI225 does not Granger cause JPY 











SMI  does not Granger cause CHF 











FTSE100 does not Granger cause GBP 











SP500 does not Granger cause USD 










Note: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand for Australian All                    
Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index, Swiss Market Index, Financial Times                 
Stock Exchange 100 Index, Standard & Poor's 500 composite index, Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss                  












Table 11. Intra-spillovers Granger causality, pre-GFC period (1 January 1990 to 8 August 2007) 
Null Hypothesis Long-run volatility         Short-run volatility 
 F-statistic      p-value  F-statistic      p-value  
 















TSX does not Granger cause CAD 











EUROSTOXX does not Granger cause EUR 











NIKKEI225 does not Granger cause JPY 











SMI  does not Granger cause CHF 











FTSE100 does not Granger cause GBP 











SP500 does not Granger cause USD 










Note: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand for Australian All                    
Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index, Swiss Market Index, Financial Times                 
Stock Exchange 100 Index, Standard & Poor's 500 composite index, Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss                  















Table 12: Intra-spillovers Granger causality, post-GFC period (9 August 2007 to 31 December 2015) 
Null Hypothesis Long-run volatility         Short-run volatility 
 F-statistic      p-value  F-statistic      p-value  
 















TSX does not Granger cause CAD 











EUROSTOXX does not Granger cause EUR 











NIKKEI225 does not Granger cause JPY 











SMI  does not Granger cause CHF 











FTSE100 does not Granger cause GBP 











SP500 does not Granger cause USD 










Note: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand for Australian All                    
Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index, Swiss Market Index, Financial Times                 
Stock Exchange 100 Index, Standard & Poor's 500 composite index, Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss                  









Figure 4: Causal relationships in long-run volatility, full sample (1 January 1990 to 31 December 
2015) 
 
Note: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand                 
for Australian All Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index,               
Swiss Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index,               
Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss franc, British pound and US dollar effective               






Figure 5: Causal relationships in long-run volatility, pre-GFC period (1 January 1990 to 8 August 
2007) 
 
Note: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand                 
for Australian All Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index,               
Swiss Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index,               
Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss franc, British pound and US dollar effective               





Figure 6: Causal relationships in long-run volatility, post-GFC period (9 August 2007 to 31 
December 2015) 
  
Note: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand                 
for Australian All Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index,               
Swiss Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index,               






Figure 7: Causal relationships in short-run volatility, full sample (1 January 1990 to 31 
December 2015) 
 
Note: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand                 
for Australian All Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index,               
Swiss Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index,               
Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss franc, British pound and US dollar effective               





Figure 8: Causal relationships in short-run volatility, pre-GFC period (1 January 1990 to 8 August 
2007) 
 
Note: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand                 
for Australian All Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index,               
Swiss Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index,               
Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss franc, British pound and US dollar effective               




Figure 9: Causal relationships in short-run volatility, post-GFC period (9 August 2007 to 31 
December 2015) 
 
Note: AOI, TSX, EUROSTOXX, NIKKEI225, SMI, FTSE100, SP500, AUD, CAD, EUR, JPY, CHF, GBP and USD stand                 
for Australian All Ordinaries Index, Toronto Stock Exchange index, Eurostoxx 50 Index, Nikkei 225 index,               
Swiss Market Index, Financial Times Stock Exchange 100 Index, Standard & Poor's 500 composite index,               
Australian dollar, Canadian dollar, Euro, Japanese yen, Swiss franc, British pound and US dollar effective               
exchange rates. 
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